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Or August 1, 1997, the Company acquired WebTV Networks, Inc. (Wcb^V; , an online 
service that enables consumers to experience the Internet thr ough thei 
televisions via set-top terminals. Microsoft paid $190 mi I I i or in cash and $235 
mi lion of comnor. stock for WebTV. The acquired net working capital of Webi'V 
was not. material, i'he accompanying income statement reflects a or.e-ti~ie write- 
off of iii-orccess technologies under development by WebTV of $296 million. 

CONTINGENCIES 

On Octcbe" 7, 1997, Sur Microsystems, Inc. brought suit against Microsoft in the 
U.S. District Court for the Northern Di strict of California. On Oer.obe"-" 14, 
1997, Sur: filed a Firs- Amended Complaint (Complaint). The Corpla: nt alleges 
nine claims against Microsoft, all related to the parties' rela: ionsh ; p under a 
K&rch '. 1, 1996 Technology License and Distribution Agreement (Agreement) 
concerning cftT.a i r Java prcgramr.ing language technology. The Complain- alleges: 
statutory and contractual trademark claims related to Microsoft's a . I eged 
improper use of the Java Compatibility logo; a false advertising olain related 
to statements Microsoft allegedly has made about, its Java support and products; 
a claim that Mi crosc^t has breached the Agreement in several respects; a clair 
-hat Microsoft allegedly made Sun's source code generally available to the 
oublic; a claim for breach of the covenant of good faith and fair dealing; a 
claim lor unfair competition; a claim for intentional interference with 
contractual relations between Sun and its customers or prospective customers; 
and a claim that Microsoft induced software developers to breach their license 
agreements with Sun. The Complaint seeks: a preliminary and permanent 
injunction against Microsoft distributing certain products with the Java 
Compatibility logo, and against distributing Internet Explorer 4.C unless 
certain alleged obligations are met (no motion for preliminary injunction sad 
been filed as of October 29, 1997); an order compelling Microsoft to perform 
certain alleged obligations; an accounting; termination of the Agreement; and an 
award of damages, including compensatory, exemplary and punitive damages, and 
liquidated damages of $35 million for the alleged source code disclosure. 

On October 27, 1997, Microsoft filed its Answer, Affirmative Defenses and 
Counterclaims (Answer) . In its Answer, Microsoft denies Sun's claims, and 
denies that Sun is entitled to any relief. Microsoft alleges that Sun agreed to 
limit its remedies for all claims such as those alleged in the Complaint to 
compensatory damages capped by the total license fees paid (to date, $7 
million) . Microsoft specifically denies that Sun is entitled to any injunctive 
relief. Although the Agreement does provide for liquidated damages of $35 
million if Microsoft, makes Sun's Source Code generally available to the public 
under certain conditions, Microsoft denies that there is any basis for such a 
claim. Microsoft asserts other defenses to each of Sun's claims. 7n addition, 
Microsoft alleges counterclaims against Sun, including claims that: Sun has 
breached the Agreement in many respects; Microsoft is entitled to a court order 
that Microsoft may terminate Suit's license under the Agreement to certain 
Microsoft technology arid otherwise determining the parties' rights and 
responsibilities; Sun lias breached the covenant of good faith, and fair dealing; 
and Sun has violated California's unfair competition statute. Microsoft also 
alleges tint it has put Sun on notice of other breaches of contract and .hat 
Microsoft will soo'c to amend its counterclaim to state additional claims if 
those breaches are ret timely cured. Microsoft seeks a declaratory judgment 
consistent with its claims and seeks compensatory damages consistent with the 
limitations in the .Agreement. 

On October 20, 1997, the Antitrust Division of the U.S. Department of Justice 
(DOJ; filed a Petition for An Oroer To Show Cause in United States District 
Court for the Dis.ricL of Columbia. The DOJ contends that Microsoft has 
violated a consent decree that was entered into by the DOJ ano Microsoft on July 
15, 199'', and approved by the Court on August 18, 1995, to conclude an earlier 
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Signature 

Pursuant to the requirements of the Securities Exchange Act of 1934, the 
rc-.gi nr. rant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized. 

Microsoft Corporation 



Daze: October 29, 1997 



By: /s/ Gregory B. Maffoi 

Cregory B. Maffei, 

Vice President, Finance; 

Chief Financial Officer 

(Principal Financial and Accounrinc 
Officer and Duly Authorized O.-ficer) 
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Computation of Earnings Per Share 

(In millions, except earnings per share) (Unaudited) 



<TABLE> 
<CAPTION> 



Three Months Ended 

Sep-. 30 
1996 1997 



Weich.ed average number - of coir.mcn shares outstanding (3) 
Earnings per oomror share (3) 



<C> 
1, 194 



<C> 
1, 2C5 



Common stock equivalents: 
Pre. tor roc stoc< (1) 
Employee stock options (2) 



100 
1,294 



118 
1,333 



Average common and common stock equivalents outstanding (3) 
Diluted earnings per share (3) 
</ TABLE > 
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